7 


6 
0 
0 

2 

+ 
R 

O 

p 
E 

R 

L 

A 

U 

N 

N 

A 


Digitized by the Internet Archive 
in 2024 with funding from 
University of Alberta Library 


https://archive.org/details/Eyel4784 2006 — 


Table of Contents 


Management sub iscussiongO@eAnal ysis] et eter ae 2 
Managements Responsibility for Financial Statements ......... 14 
‘Auditors Reports Meer ey acetate at. Cn, ee eer eee een wee 15 
Bioancta mS tatciichits CCN OUCS ee meee een ee ee 16 
@orporates formations. ae eae ae oe eee eee ee 5D 
Seating the 7 U tires a. EE ee seg: SS 


telemedicine 
ronerieas ‘ctompgeciths 1 


“ARIA LAL AAA LAACAOOHLLLSAALA ORO 


ECE ULMER ECR OTOL iy 
4 


OEE OTHELLO MOET ely, 
trove willl 


“AH nentnnnotiannenS nanan nneantetobetbeat 


MANAGEMENT?’S DISCUSSION 
& ANALYSIS 


Information contained in the Management discussion and Analysis is presented on the same basis as the 
consolidated financial statements and was prepared in accordance with Canadian generally accepted accounting 
principles (GAAP). The document presents the views of management as at April 25, 2007. Additional information 
on Eyelogic Systems Inc. can be found on the Company’s website at www.eyelogic.com and on SEDAR at www. 
sedar.com. 


Methodology for the analysis of results 


Management evaluates the Companys performance on a reported basis, as presented in the financial statements. 


Cautionary note regarding forward-looking statements 


The Management Discussion and Analysis contains forward looking statements. A statement we make is forward 
looking when it uses what we know today to make a statement about the future. Forward looking statements may 
include words such as anticipate, believe, could, expect, intend, may, objective, plan and will. The forward looking 
statements contained or incorporated by reference in this MD&A are not guarantees of future performance 
and involve certain risks and uncertainties that are difficult to predict. Eyelogic Systems Inc. cautions readers 
against placing reliance on forward -looking statements when making decisions, as the actual results could differ 
appreciably from the opinions, plans, objectives, expectations, forecasts, estimates and intentions expressed in such 
forward -looking statements, due to various material factors. These factors include, among other things, capital 
market activity, changes in government monetary, fiscal and economic policies, changes in interest rates, inflation 
levels and general economic conditions, legislative and regulatory developments, competition, credit ratings, 
scarcity of human resources and technological environment. The foregoing list of factors is not exhaustive. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
EYELOGIC SYSTEMS INC. 


Summary of Financial Results 


OVERVIEW OF 2006 


Eyelogic Systems Inc. is reporting net diluted earnings per share of 0.09 cents for the year ended 
December 31, 2006. This compares with 0.15 cents per share for the year ended December 31, 2005. 
Income from operations decreased to $563,000 from 2005 income of $696,000, a 19% decrease. The 
decrease in profitability is entirely the result of the Company having to suspend marketing in Canada 
as a result of a Health Canada edict that required that the Company acquire a Class II medical device 
license prior to resuming marketing operations in Canada. The impact of the cessation of marketing 
was the only thing that prevented the Company from having a record year. The positives that came as 
a result of the shut down was that the Campany now has a Class II medical device and as a result of 
not being able to focus on the Canadian market announced in November our biggest sale ever for 80 
systems to a French Company. The board of directors approved an increase in the Quarterly dividends 
per common share from 2 cents per share to 3 cents per share effective for the second quarter of 2006. 
The Company continued to pay the dividend in spite of the shutdown as management believes that 
the effect of the shutdown was only a temporary inconvenience. 


MATERIAL EVENT 


In September 2006 the Company received a cease trading order from Health Canada. The grounds for 
the cease trade order were based on Health Canada’s requirement that the hardware and software the 
Company sells requires a Class II device license (risk-based classification system for medical devices). 
The Company did not have the required Class II license and immediately ceased sales of its eye testing 
device. Management committed to co-operate with Health Canada. The drop in sales negatively 
affected the fourth quarter and the annual results. It is important to note that Health Canada’s 
determination of Class II status is an industry wide change for the Canadian market. Because of this 
new determination, all other manufacturers who wish to sell their devices in Canada will also need to 
apply and be granted licenses for their devices. 


Health Canada requires that all manufacturers of Class II, III, and IV medical devices be ISO 13485 
certified before granting a medical device license. The Company achieved its ISO rating in early 2007 
and immediately applied for its Class II medical device license. Health Canada granted the Class II 


device license in February 2007. 


Management views this material event as a positive development which has further strengthened the 
Company’s position in global markets. 


FINANCIAL IMPACT OF THE MATERIAL EVENT 


In compliance with Health Canada’s stop sale request, the Company did not sell any eye testing devices 
in the fourth quarter of 2006. Management estimate that the cost to the Company to be somewhere 
between $500,000 and $600,000 in sales revenue. The corresponding effect on net earnings was 


estimated to be approximately $150,000. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS, continued 
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SUBSEQUENT DEVELOPMENTS 
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MANAGEMENT'S DISCUSSION AND ANALYSIS, continued 
EYELOGIC SYSTEMS INC. 


TABLE 1 
Results for the year ended December 31 (in thousands of dollars) 
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MANAGEMENT’S DISCUSSION AND ANALYSIS, continued 
EYELOGIC SYSTEMS INC. 


ANALYSIS OF THE RESULTS 


The results for the fourth quarter of 2006 adversely affected the company’s results for the year. The decline 
in sales in the fourth quarter due to Health Canada cease trade order was made up in the first quarter of 
2007. Preliminary financial data, as at the date of writing April 9, 2007, support these projections. 


OBJECTIVES FOR 2007 
Management has set the following three priorities for 2007: 


¢ Continued marketing efforts in Canada, the European Union and the United States, 
¢ Development of our human capital 


¢ Product Development 
Continued marketing efforts in Canada, the European Union and the United States 


Management’s marketing efforts are showing encouraging results. Through attendance at trade shows 
and direct client contact the Company has generated new business in all three markets. Management 
is committed to continuing with these efforts. 


Development of our human capital 


Management is committed to providing the very best working environment and career development 
opportunities to its staff. 


Product Development 


Management is committed to developing promising new technologies designed to meet the needs of 
multiple markets. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS, continued 
EMERGES SVGWEWES 


FINANCIAL ANALYSIS 
TABLE 2 
Balance Sheet as at December 31 (in Canadian Dollars) 
2006 2005 
eee 200620005 
ASSES 
Cash $ 733,980 $ 659,008 
Other receivables 304,476 312,448 
Inventory 203,169 235,506 
Equipment 1,230,825 1,434,483 
Intangibles 108,920 156,374 
Investments 36,160 12,760 
Other long term assets 11,515 18,082 
$ 2,629,045 $ 2,828,661 

LIABILITIES 
Current liabilities $ 336,234 § 503,152 
Long term liabilities 253,806 2595680 

590,040 818,837 
EQUITY 
Share capital 2,230,966 2,230,966 
Contributed surplus 77,324 = 
Deficit (269,285) (221,142) 


$2,629,045 $ 2,828,661 
$e OL7,045 2,828,661 
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MANAGEMENT'S DISCUSSION AND ANALYSIS, continued 
EYELOGI@ Sy Si eivissie 


CASH RESOURCES 


The company continues to generate and accumulate cash reserves from its core business. Cash 
reserves improved by 11% year on year. Cash resources comprise 59% of the total current assets of 
the company. 


INVENTORY 


Inventory is comprised of key components that make up the Company’s product lines. The 
Company keeps the minimum of inventory on hand due to the continually changing downward 
pricing pressure on the high technology components used. Inventory levels reflect the demand levels 
the company is experiencing. 


OTHER RECEIVABLES 


Other receivables are comprised of accounts receivable, prepaid expenses and the current portion of 
notes receivable. Management is committed to a policy of closely monitoring the Company’s risk 
and exposure in the area of accounts receivable. The Company provided $43,000 — 14% (2005 - 
$16,000 — 6%) as an allowance for doubtful accounts. 


CURRENT LIABILITIES 


The Company's current liabilities are comprised of accounts payable and accrued liabilities, rental 
deposits and income tax payable. Due to the poor fourth quarter results the Company’s tax liability 
was less than anticipated. As at April 24, 2007 Revenue Canada has not assessed the Company's 2006 
tax payable. 


LONG TERM LIABILITIES 


The Company’s long term liabilities are comprised of future tax liabilities and rent deposits. 


SHAREHOLDERS’ EQUITY 
There were no share movements during the course of the year. 


The Company has established a stock option plan for directors, officers, and employees to purchase 
Class A common shares. Stock options are issued with an exercise price equal to fair value of the 
Company's common shares on the date of grant. The fair value of the Company’s shares is determined 
by considering the share trading activities, dividend multiples and earnings per share multiples. Stock 
options have a maximum term of five years and vest one-third on date of issuance and one-third 
on each of the next two anniversary dates from issuance. At December 31, 2006 the Company had 
290,000 options outstanding at an average exercise price of $1.85. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS, continued 
EEEOCIC SYSTEMS INC. 


The Company has established an Employee Share Ownership Plan (ESOP) Under the plan, the 
Company contributes $1 for each $1 contributed by employees to acquire common shares of the 
Company. Employee and Company contributions are used to purchase common shares in the open 
market. The Company contribution is included as an expense in the statement of operations and 
amounted to $26,495 (2005 - Nil). 


QUARTERLY RESULTS 


The following table presents the quarterly results for fiscal 2006 and fiscal 2005. 


Eight quarters ended Dec 31, 2006 


2006 2005 
31-Dec 30-Sep 30-Jun 31-Mar | 31-Dec 30-Sep 30-Jun 31-Mar 

Revenue > 114" $685 "S$" "809 § 8 6561 §  833e Ss Ole S05 8) Aili 

Expenses i (226) (485) (558) (432)| (591) (412) (644) (328) 
(Loss) Earnings before 

income taxes (112) 200 Doll 224 WED 210 161 83 

Net (Loss) Earnings | (170) 129) 176 148 i) 139 106 55 

- Per share - basic (0.06) 0.043 0.058 0.049 0.054 0.046 0.035 0.018 

- Per share - diluted (0.06) 0.043 0.058 0.049 0.054 0.046 0.035 0.018 


The effect of the Health Canada cease trading order is well illustrated in the fourth quarter. As 
previously stated and announced by press release the Company has now achieved its ISO rating and 
has earned its Class II certification allowing it to continue selling product into the Canadian market. 
Management does not expect the fourth quarter results to re-occur. 


For the fourth quarter of fiscal 2006, total revenue amounted to $114,000, compared to $833,000 
(86% decrease) for the same quarter in 2005. Expenses decreased by only 62% during the same 
period as the Company maintained current staff levels awaiting the issue of a Class II medical 


device license. 


CRITICAL ACCOUNTING ESTIMATES 


The preparation of financial statements in conformity with Canadian generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts 
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial 
statements and reported amounts of revenues and expenses during the reporting period. Critical 
accounting estimates include inventory, stock-based compensation and contributed surplus. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS, continued 
EYELOGIC SYSTEMS INC. 


DIVIDEND POLICY AND PAY OUTS 


The Company has a formal dividend policy of paying a quarterly dividend of 3 cents per share. 


CONTINGENT LIABILITIES 


The company does not guarantee or participate in loans of any type. Management is not aware of any 
contingent liabilities. 


RELATED PARTIES 


During the year, the Company entered into transactions with the following related parties: 


* Olympia Trust Company and Olympia Financial Group Inc. 
¢ Companies controlled by directors of Eyelogic Systems Inc. 


¢ Companies controlled by employees and management of Eyelogic Systems Inc. 


The transactions are in the normal course of business operations. Details of the transactions and account 
balances with the related parties are detailed in note 9 of the annual audited financial statements. 


NEW BUSINESS VENTURES 
France 


During the year under review the Company took its first steps into a new market; Europe. These 
marketing efforts have resulted in the Company securing a company record order from a French 
Company. The Company anticipates this large order will provide spin-off business in other markets. 


USA 


The Company continues its’ marketing efforts in the US market. We are showcasing our technology 
to US customers at a rate of over one trade show per month. Although sales have not been as quick 
to happen as they have in Europe, the Company is pleased to see continued forward movement in 
this market. 


OFF-BALANCE SHEET ARRANGEMENTS 


The Company has no off-balance sheet arrangements. 


CAPITAL RESOURCES 


Management has committed capital resources to realizing its three priorities discussed in “Objectives 
% » . . . . 

for 2007”. The capital resources committed are restricted to cash and are determined by management 
on an as needed basis. 


35>: -EVELOGIC SYSTEMS INC. S eet hg) Ah ee “Ft A ter S82 


Annual Report 2006 ic] 
a3 telemedicine 


MANAGEMENT'S DISCUSSION AND ANALYSIS, continued 
EYELOGIC SYSTEMS INC. 


INVESTMENTS 


The Company’s investment in private companies has no risk or benefit to the Company and is recorded 
at cost. While the Company controls the Board of Directors of each private company, agreements it 
has entered into with each of them impose a severe long-term restriction on the Company’s right and 
ability to obtain future economic benefits from the resources of the private companies, except for an 
annual management fee. 


The Company is invested in 61 (2005 - 22) private companies. The Company purchases controlling 
interests in exchange for an annual fee from each Investee. The annual management services fee from 
each Investee is the greater of $2,500 or 0.5% on the first $5,000,000 and 0.25% on any amount over 
$5,000,000 of the capital raised by each Investee. 


The purpose of the Company’s investment in the private companies is to enable the debt securities of 
the private companies to be RRSP eligible. 


LIQUIDITY 


It is management's policy to maintain a healthy current ratio. The ratio is 3.69:1 (2005 — 2.14:1) and 
indicates that the company will not have difficulty in meeting obligations associated with financial 
liabilities. 


RISK FRAMEWORK 


The Company is exposed to various types of risks owing to the nature of the commercial activities it 
pursues. Management has identified the following risks: 


Credit risk 


Credit risk arises from the company’s customers. There is always a potential that a customer will fail 
to perform their financial obligations. The Company has a significant number of customers which 


minimizes the concentration of risk. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS, continued 
EYELOGIC SYSTEMS INC. 


Currency risk 


Currency risk corresponds to the loss in Canadian dollars that the Company may incur due to 
unfavorable fluctuations of exchange rates. It originates mainly from the purchase of certain high 
technology precision instrumentation required in the process of manufacture in currencies other than 


the Canadian dollar. 


Management has identified the following risks which could negatively affect the Company’s future 


strategies and objectives: 


¢ ‘The risk that management implemented internal control fail to detect errors, omissions or fraud, 
¢ The risk that new markets may fail to produce estimated revenue’s, 


¢ ‘The risk that the regulatory environment in which the Company carries out commercial activities 
may change. 


CONTROLS AND PROCEDURES REGARDING FINANCIAL INFORMATION 


In order to ensure that the financial statements and the Management Discussion and Analysis present 
fairly, in all material respects, the financial position of the Company and the results of its operations, 
management is responsible for establishing and maintaining disclosure controls and procedures, as well 
as internal control over financial reporting. 


The Company has adopted National Instrument 52-109 on the certification of issuers’ annual and 
interim financial information and has reviewed its financial reporting process. The Company has 
chosen to employ an internal auditor whose is responsible for ensuring that the Company has complied 
with the controls and procedures regarding financial information. This undertaking has enabled the 
President/Chief Executive Officer and the Chief Financial Officer to attest that the design of the 
internal controls with regard to financial information is efficient. The President and Chief Executive 
Officer and the Chief Financial Officer also assessed that the disclosure controls and procedures were 
adequate, as at December 31, 2006, so as to provide reasonable assurance that the financial information 
to be disclosed is both complete and reliable. During the year ended December 31, 2006, no changes 
to internal controls over financial reporting had or are reasonably likely to materially affect internal 
controls over financial reporting. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS, continued 
ALOK SSE ING 


ACCOUNTING POLICIES 


The financial information contained in the Consolidated Financial Statements and the Management 
Discussion and Analysis is prepared using a framework of accounting policies developed from the 
nature of the commercial activities that company pursues. Some accounting policies due to their nature 
require further explanation. 


Equipment capitalization policies 


The Company capitalizes certain identified salary expenses identified in the development of in-house 
computer software. The company makes use of formula to determine which portion of a salary is to 
be capitalized. The method and process applied is consistent with previous years. 


Dividends 


In common with other listed Companies the Company has determined that it is not carrying a balance 
in its Low Rate Income Pool and therefore is free to pay eligible dividends to its shareholders. 


EVALUATION OF FINANCIAL INSTRUMENTS 


In April 2005, the Accounting Standards Board issued new accounting standards dealing with the 
recognition, measurement and disclosure of financial instruments, hedges and comprehensive income, 
together with many consequential amendments throughout the CICA Handbook. These new 
standards are effective for interim and annual financial statements relating to fiscal years beginning 
on or after October 1, 2006. The Company will adopt the provisions of Section 3855 of the CICA 
Handbook with effect from its first quarter results for 2007. The Company is presently evaluating its 
assets and liabilities and classifying them. 


INCOME TAX 


Future income tax liability reflect management's estimate of the value of loss carry-forwards, minimum 
tax carry-overs and other temporary differences. The determination of the liabilities’ value is based 
on assumptions related to results of operations of future fiscal years, timing of reversal of temporary 
differences and tax rates on the date of reversals, which may well change depending on governments’ 


fiscal policies. 


FUTURE CHANGE TO ACCOUNTING POLICIES 
Sections 1530, 3855 and 3865of the CICA Handbook 


The Company is presently reviewing the impact of these standards. The exact impact will depend on 
certain choices to be made along with the adoption of these new sections. 
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS 
EYEL@OGI@ SY sTEMioa hi@e 


Fiscal years ended December 31, 2006 and 2005 


The accompanying financial statements and all of the data included in this annual report 
have been prepared by and are the responsibility of the board of directors and management of 
the Corporation. The financial statements have been prepared in accordance with accounting 
principles generally accepted in Canada and reflect management’s best estimates and judgments 
based on currently available information. The Corporation has developed and maintains a 
system of internal controls in order to assure, on a reasonable and cost effective basis, the 


reliability of its financial information. 


The financial statements have been audited by Kenway Mack Slusarchuk Stewart LLP, 
Chartered Accountants. Their report outlines the scope of their examination and opinion on 


the consolidated financial statements. 


Rick Skauge 
Chief Executive Officer Chief Financial Officer 


Calgary, Canada, April 17, 2006 
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AUDITORS’ REPport 
EYELOGIC SYSTEMS INC. 


US The Shareholders of 
Eyelogic Systems Inc. 


We have audited the balance sheets of Eyelogic Systems Inc. (the “Company”) as at December 31, 
2006 and December 31, 2005 and the statements of operations, deficit and cash flows for the years 
then ended. These financial statements are the responsibility of the Company's management. Our 
responsibility is to express an opinion on these financial statements based on our audit. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial 
positions of the Company as at December 31, 2006 and December 31, 2005 and the results of 
its operations and its cash flows for the years then ended in accordance with Canadian generally 
accepted accounting principles. 


Fenty Wack Slusarchuok. Sear ve 


Calgary, Alberta Kenway Mack Slusarchuk Stewart LLP 
March 20, 2007 Chartered Accountants 
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BALANCE SHEET 
EYELOGIC SYSTEMS INC. 


DECEMBER 31 ; 2006 2005 
20067 20005 
ASSETS j 
CURRENT 
Cash and cash equivalents $ 733,980 $ 659,008 
Accounts receivable 260,705 270,410 
Inventory 203,169 235,506 
Prepaid expenses 5,945 © 6,510 
Current portion of notes receivable (note 3) 37,826 35,528 
1,241,625 1,206,962 
Se ANS Bk 06 9G 
NOTES RECEIVABLE (note 3) 11,515 18,082 
EQUIPMENT (note 4) 1,230,825 1,434,483 
INTANGIBLE ASSETS (note 5) ' 108,920 156,374 


INVESTMENTS (note 6) 36,160 12,760 


$ 2,629,045 $ 2,828,661 
—_-.A SSS OL9,045 2,828,661 


LIABILITIES 


CURRENT 
Accounts payable and accrued liabilities $ 268,586 $ 309,979 
Income taxes payable 15,058 178,294 
Current portion of rent deposits - 23,758 
Current portion of capital lease obligation 52,590 S12 
336,234 DOS D2 
RENT DEPOSITS (note 7) 46,003 48,045 
FUTURE INCOME TAXES (note 8) 207,803 207,640 
590,040 818,837 

SHAREHOLDERS’ EQUITY 

SHARE CAPITAL (note 10) 2,230,966 2,230,966 
CONTRIBUTED SURPLUS (note 11) 77,324 e 
DEFICIT _ (269,285) _ (221314?) 
2,039,005 2,009,824 


$ 2,629,045 $ 2,828,661 


COMMITMENTS (note 13) 
the Board 


Approved on behalf 


Director [SA 5 


Director 


lying notes to the financial statements 
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STATEMENTS OF OPERATIONS 
EYELOGIC SYSTEMS INC. 


YEAR ENDED DECEMBER 31 2006 2005 
REVENUE (Schedule 1) $ 2,020,750 $ 2,412,049 
DIRECT EXPENSES (Schedule 2) 469,400 690,343 
GROSS MARGIN 1,551,350 L706 
EXPENSES 
General and administration (Schedule 3) 928,175 709,455 
Amortization of equipment 2255127 286,468 
Amortization of intangible assets 47,454 89,629 
Research and development 30,029 28,543 
Interest on long term debt 1,034 52/5 
1,231,819 Pato 0 
EARNINGS BEFORE THE FOLLOWING ITEMS 319,531 602,336 
OTHER INCOME (EXPENSES) 
Interest 40,653 20,471 
Gain (loss) on sale of equipment 72,512 13,831 
Gain on foreign exchange 2,216 15390 
Loss on sale of investments (1,180) - 
Management services fees received 394,904 116,226 
Management services fees paid (265,425) (58,113) 
243,680 93500 
EARNINGS BEFORE INCOME TAXES 563,211 696,106 
INCOME TAX (RECOVERY) (note 8) 
Current 280,335 277,458 
Future 163 (40,423) 
280,498 25703) 
NET EARNINGS $ 2827156 'S 459,071 
BASIC AND DILUTED EARNINGS PER SHARE (note 12) 0.09 0.15 


See accompanying notes to the financial statements 
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STATEMENTS OF DEFICIT 
EYELOGIC SYSTEMS INC. 


YEAR ENDED DECEMBER 31 2006 2005 
DEFICIT, beginning of year $ (221,142) $ (439,590) 
Net earnings — 282,713 459,071 
61,571 19,481 
Dividends paid __ (330,856) __ (240,623) 


DEFICIT, end of year $ (269,285) _$ (221,142) 


See accompanying notes to the financial statements 
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STATEMENTS OF CASH FLOows 
EYELOGIC SYSTEMS INC. 


2006 2005 
CASH FLOWS FROM (USED IN) 
OPERATING ACTIVITIES 
Net earnings $ 282,713 $ 459,071 
Items not affecting cash 
Amottization of equipment 2255127 286,468 
Amortization of intangible assets 47,454 89,629 
Future income taxes 163 (40,423) 
Gain on sale of equipment (72,512) (13,831) 
Loss on sale of investments 1,180 = 
Stock-based compensation 77,324 = 
561,449 780,914 
Change in non-cash working capital items 
Accounts receivable 9,705 (177,252) 
Income taxes (163,236) 153,138 
Inventory 32,337 (77,447) 
Prepaid expenses 565 Spl yee! 
Accounts payable and accrued liabilities 18,764 160,733 
a ea ee) 
INVESTING ACTIVITIES 
Purchase of equipment (195,623) (416,810) 
Purchase of investments (24,600) (11,560) 
Purchase of intangible assets - (5,785) 
Proceeds from sale of equipment 246,666 142,781 
Proceeds from sale of investments 20 - 
Notes receivable issued (39,000) (54,000) 
Notes receivable paid 43,269 pier 
Rent deposits received 11,548 21,950 
Rent deposits paid 2yt22 £2520) 
30,158 (304,217) 
FINANCING ACTIVITIES 
Repayment of capital lease obligations (23,758) (31,704) 
Dividends paid (391,012) (240,623) 
(414,770) (272,327) 
CHANGE IS CASH POSITION 74,972 268,714 
CASH AND CASH EQUIVALENTS, beginning of year 659,008 390,294 


CASH AND CASH EQUIVALENTS, end of year $ 733,980 _$ 659,008 


OTHER INFORMATION 


Interest paid $ 5,807 $ 5,660 
Interest received 40,653 20,471 
Income taxes paid 443,571 306,222 


See accompanying notes to the financial statements 
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OTES TO THE FINANCIAL STATEMENTS 


BrELOCIC SYSIEMS INC. 


December 31, 2006 


1. 


NATURE OF OPERATIONS 


Eyelogic Systems Inc. (the “Company”) was incorporated under the Business Corporations Act of Alberta. The 
Company has proprietary and patent rights to a software package that allows technicians to perform eyesight 
testing. The Company sells and rents computers and ophthalmic equipment that uses the software package. 


The Company has several retinal systems set up at customer locations that are connected to ophthalmologists’ 
offices for retinal screening. The Company receives a share in the revenue generated from these systems. 


SIGNIFICANT ACCOUNTING POLICIES 


These financial statements have been prepared in accordance with Canadian generally accepted accounting 
principles. These financial statements have, in management's opinion, been properly prepared within the 
framework of the accounting policies summarized as follows:. 


Use of estimates 


The preparation of financial statements in conformity with Canadian generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts 
of assets and liabilities at the date of the financial statements and the reported amounts of revenues 
and expenses during the reporting period. By their nature, these estimates are subject to measurement 
uncertainty. The effect of changes in such estimates on the financial statements in future periods could be 
significant. Accounts specifically affected by estimates in these financial statements are inventory, accounts 
receivable, notes receivable, equipment, intangible assets, accounts payable and accrued liabilities, future 
income taxes and stock-based compensation. 


Cash 


Cash consists of balances with financial institutions. 


Inventory 


Inventory is valued at the lower of cost and net realizable value. Cost is determined using the 
average method. 


Future income taxes 


The Company follows the asset and liability method of accounting for income taxes. Under this method, 
the Company records future income taxes for the effect of any difference between the accounting and 
income tax basis of an asset or liability, using the substantively enacted income tax rates. Accumulated 
future income tax balances are adjusted to reflect changes in income tax rates that are substantively enacted 
with the adjustment being recognized in earnings in the period that the change occurs. Future tax assets are 
recognized to the extent that they are more likely than not to be realized. 
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NOTES TO THE FINANCIAL STATEMENTS 
PYEL@ CIC rs) oleWiSriN 


December 31, 2006 


2. SIGNIFICANT ACCOUNTING POLICIES, continued 


Equipment 

Equipment is recorded at cost. The Company provides for amortization using the straight-line method at 
rates designed to amortize the cost of the equipment over its estimated useful life. The annual amortization 
rates are as follows: 


Furniture & fixtures 10 years 
Leasehold improvements 5 years 
Computer equipment 3 years 
Computers held for rent 3 years 
Equipment held for rent 10 years 
Retinal software 3 years 
Ophthalmic equipment 10 years 
Rental equipment under capital lease 10 years 


One-half the normal rate of amortization is taken in the year of acquisition. 


Intangible assets 


The Company amortizes intangible assets using the straight-line method as follows: 


Product development 10 years 
Software rights and patent 10 years 
Market development 5 years 


Market development costs include legal expenses paid to establish the Company in various Canadian 
markets. Product development costs include software development costs incurred to design and substantially 
improve the software. Product development costs are expensed to operations unless they meet specific 
criteria related to technical, market and financial feasibility, in which case they are deferred and amortized. 
Amortization is recorded when development is complete and the product is available for use or sale. 


One-half the normal rate of amortization is taken in the year of acquisition. 


Impairment of long-lived assets 


The Company tests for impairment whenever events or changes in circumstances indicate that the carrying 
amount of the assets may not be recoverable. Recoverability is assessed by comparing the carrying amount 
to the projected future net cash flows the long-lived assets are expected to generate through their direct use 
and eventual disposition. When a test for impairment indicates that the carrying amount of an asset is not 
recoverable, an impairment loss is recognized to the extent carrying value exceeds its fair value. 


Revenue recognition 


* — Rental fee revenue relates to the rental of eye testing equipment and computers under operating leases. 


Revenue is recognized on a monthly basis as payments come due according to the contracts in place 
with customers. These contracts are typically for 60 months but may be cancelled by the lessee with 
one month’s notice at any time. 


Equipment and software sales revenue is recognized when equipment is installed on the customers’ 
premises and has been accepted by the customer. 
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NOTES TO THE FINANCIAL STATEMENTS 
EYELOGIC SYSTEMS INC. 


December 31, 2006 


2. SIGNIFICANT ACCOUNTING POLICIES, continued 


* Contract support revenue relates to agreements the Company has in place with customers to provide 
software support. Customers pay the Company for software support on a yearly basis, and revenue is 
recognized on a prorated basis over the period to which it relates. 


* — Revenue from sales with extended payment terms are recognized when collectibility is reasonably assured. 
* Management services revenue (see note 6) is recognized in the period the services are provided. 
¢ Revenue from retinal screening is recognized in the period the service is provided. 


Earnings per share 


The calculation of basic earnings per share is based on net earnings divided by the weighted average number 
of common shares outstanding. 


The treasury stock method of calculating diluted per share amounts is used whereby any proceeds from the 
exercise of stock options or other dilutive instruments are assumed to be used to purchase common shares 
at the average market price during the period. 


Stock-based compensation 


The Company has a stock-based compensation plan, which is described in note 10. Awards of options 
under this plan are expensed based on the fair value of the options at the grant date. The amount is credited 
to contributed surplus. Fair values are determined using the Black-Scholes option-pricing model. If the 
options are subject to a vesting period, the expense is recognized over this period. Any consideration paid 
by employees on exercise of stock options or purchase of stock is credited to share capital plus the amounts 
originally recorded as contributed surplus. 


Leases 

The Company leases certain office space and retail equipment. All leases are reviewed by the Company to 
determine whether these leases in effect represent the acquisition of an asset and the incurrence of a liability. 
Leases with these characteristics are recorded as the purchase of an asset by the Company and the related 
liability is recorded as a capital lease obligation. 


Investments 


The Company's investment in private companies has no risk or benefit to the Company and is recorded at cost. 
While the Company controls the Board of Directors of each private company, agreements it has entered into 
with each of them impose a severe long-term restriction on the Company’s right and ability to obtain future 
economic benefits from the resources of the private companies, except for an annual management fee. 


Foreign exchange 


Monetary assets and liabilities of the Company which are denominated in foreign currencies are translated 
at year end exchange rates. Other assets and liabilities are translated at rates in effect at the date the assets 
were acquired and liabilities incurred. Revenue and expenses are translated at the rates of exchange in effect 
at their transaction dates. The resulting gains or losses are included in operations. 


Dividends 


The Company pays eligible dividends unless indicated otherwise. 
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NOTES TO THE FINANCIAL STATEMENTS 


EV ELOCICrsys tElViosiin es 


December 31, 2006 


3. NOTES RECEIVABLE 


2006 2005 
Notes receivable $ 49,341 $ 53,610 
Less current portion 37,826 35,528 


$ 915515 28 518,082 


24 notes receivable, (December 31, 2005 — 21) relating to software license agreements ranging from $150 to 
$6,000 bearing interest at 19.54% per annum with blended monthly payments of $150 to $300 each. The notes 
have due dates ranging from January 2007 to February 2010 and are personally guaranteed by the purchasers. 


In the year ending December 31, 2002, 62 specific notes receivable were sold at their book value 
for cash proceeds of $232,076. As the notes were sold at book value, no gain or loss on the sale 
was incurred. Under the terms of the purchase and sale agreement, the Company must pay the 
purchaser 50% of the outstanding balance of any notes that go into default. The balance of the 
notes held by the purchasers at December 31, 2006 is $Nil (December 31, 2005 - $6,797). 


Target Capital Inc., a Company related by common control, arranged the sale of the notes. The Company 
acts as a collection agent for Target Capital Inc., (the purchaser), and receives nominal consideration for 
acting as their agent. 


EQUIPMENT 
2006 2005 
Cost Accumulated Net Net 
Amortization 
Furniture & fixtures $ 18,293 $ 6,375 =$ 11,918 $ 11,904 
Leasehold improvements 7,800 1,170 6,630 3,10 
Computer equipment 84,302 65,175 19,127 20,583 
Computers held for rent 316,989 248,250 68,739 53,385 
Equipment held for rent 1,985,692 897,706 1,087,986 1,284,658 
Retinal software 10,032 7,241 2,791 5,343 
Ophthalmic equipment 47,897 14,263 33,634 S00 
$ 2,471,005  $ 1,240,180 $ 1,230,825 $ 1,434,483 
INTANGIBLE ASSETS 
2006 2005 
Cost Accumulated Net Net 
Amortization 
Market Development $ 290,312 $ 290,312 $ -9§$ 5,210 
Patent 10,565 8,620 1,945 3,002 
Product Development 176,918 80,030 96,888 114,579 


Software rights 234,955 224,868 10,087 33,583 


$712,750 _$ 603,830 $ 108,920 $ 156,374 
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NOTES TO THE FINANCIAL STATEMENTS 
BeEEOCiG SYSTEMS INC. 


December 31, 2006 


6. INVESTMENTS 


2006 2005 
a ee iis 


Private Company securities, beginning of year $ 12,760 $ 1,200 
Purchase of Private Company securities 24,600 11,560 


Disposals of Private Company securities (1,200) - 
Private Company securities, end of year $ 36,160 $ 12,760 


The Company is invested in 61 (2005 - 22) private companies. The Company purchases controlling interests 
in exchange for an annual fee from each Investee. The annual management services fee from each Investee 
is the greater of $2,500 or 0.5% on the first $5,000,000 and 0.25% on any amount over $5,000,000 of 
the capital raised by each Investee. The purpose of the Company’s investment in the private companies is to 
enable the debt securities of the private companies to be RRSP eligible. 


7. RENT DEPOSITS 
When a customer signs a rental agreement with the Company, the last month rent is collected up front and 


is recorded as a rent deposit. The current portion of rent deposits represent the amounts due to customers 
whose rental agreement term is expiring within the next fiscal period. 


8. INCOME TAXES 


(a) The components of future income tax balances are as follows: 


2006 2005 
2006 2005 
Future income tax asset - Long term 

Capital losses $ 25S 26.385 


Future income tax liability - Long term 
Carrying amount of equipment and intangible assets in excess 
of tax basis (207,803) (234,025) 


$ (207,803) _ $ (207,640) 


The Company has $43,048 in capital losses which may be carried forward indefinitely. As it is not more 
likely than not that the benefit associated with the capital loss will be utilized, the future benefit of the 


capital losses are not recognised. 
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NOTES TO THE FINANCIAL STATEMENTS 
EY BUOG Orsi LENS 


December 31, 2006 


8. INCOME TAXES, continued 


(b) The provision for income taxes recorded in the financial statements differs from the amount which 
would be obtained by applying the statutory rate of 32.12% (2005 - 33.62%) to the earnings for the 


year as follows: 


2006 2005 
Earnings for the year before income tax $ 563,211 $ 696,106 
Estimated income tax expense 180,903 235,493 
Tax effect for expenses that are not deductible for income tax 
purposes 28,654 1,542 
Capital loss 13,827 : 
Change in tax rate 33,154 Z 
Adjustment to tax estimate 19,528 - 
Other 4,432 2 
Provision for income taxes $ 280,498 $ 237,035 


9. RELATED PARTY TRANSACTIONS 


(a) During the year, the Company entered into transactions with the following related parties: 


Olympia Trust Company, Common control 

Olympia Financial Group Inc., Common control 

Companies controlled by the directors of Eyelogic Systems Inc. 
Read Brandon Inc., Common control 

Read Capital, Common control 


(b) Transactions 
These transactions are measured at the exchange amount, which is the amount of consideration 
established and agreed to by the related parties. 
pe Ee ih 00 SD 
Management fees - Controlled by key employees and management $ 140,247 $ 165,824 
Rent and office expenses 
Olympia Trust Company $ 48,804 $ 2,613 
Olympia Financial Group Inc. 4,410 88,366 
$ 53,214 $ 90,979 
Transfer agent and filing fees - Olympia Trust Company $ 18,646 $ 17,293 
Health plan administration fees - Olympia Trust Company $ 1,583 $ 581 
These transactions are in the normal course of operations and have been valued in these financial 
statements at the exchange amount which is the amount of consideration established and agreed to by 
the related parties. 
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NOTES TO THE FINANCIAL STATEMENTS 
EYELOGIC SYSTEMS INC, 


December 31, 2006 


9. RELATED PARTY TRANSACTIONS, continued 


(c) Accounts receivable include amounts receivable from: - 


(d) 


2006 2005 
$$ ee 20062005 
Companies controlled by the directors $ 160 $ : 


Included in accounts receivable is $ 104,959 (2005 - 15,000) relating to management fees due from 
private companies in which the Company has invested. 


These transactions are in the normal course of operations and have been valued in these financial 
statements at the exchange amount which is the amount of consideration established and agreed by the 
related parties. 


Accounts payable and accrued liabilities include amounts payable to: 


2006 2005 
—)2h SSG 2005 


Olympia Trust Company $ 6,180 $ - 
Companies controlled by key employees and management for: 
Transfer agency fee 1,698 TES 15 
Management fees 119,987 (eens! 
Bonus - 13,184 
Notes collected - 5,203 
Companies controlled by directors 780 810 
Expense reimbursement to an officer of the Company 81 191 
Bonus payable to two officers of the Company _ - Gols 


$ 128,726 $ 34,531 
a OO On 


10. SHARE CAPITAL 


(a) 


(b) 


Authorized 


Unlimited number of Class A voting shares 
Unlimited number of Class B voting shares 
Unlimited number of Class C non-voting common shares 
Unlimited number of Class D non-voting common shares 


2006 2005 
3,007,786 Class A voting shares $ 2,230,966 $ 2,230,966 


Employee Share Ownership Plan 


The Company participates in an employee share ownership plan (“ESOP”), which is administered by 
Olympia Trust Company, a related party by way of common management. The individual has an option 
on the contribution level up to a set maximum, which the Company matches. These contributions are 
used to purchase common shares of the Company in the open market. The individual has the option to 
hold the ESOP account in a registered retirement savings plan account or a non-registered savings plan 
account. For the year ended December 31, 2006, the Company included an expense in the statement 
of earnings for contributions of $26,495 (December 31, 2005 - $24,560). 
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NOTES TO THE FINANCIAL STATEMENTS 
EYELOGIC SYSTEMS INC. 


December 31, 2006 


10. SHARE CAPITAL, continued 


(c) 


Stock options 


The Company has established a stock option plan for directors, officers, and employees to purchase 
Class A common shares. Stock options have a maximum term of five years and vest one-third on date of 
issuance and one-third on each of the next two anniversary dates from issuance. Changes in the number 
of options, with their weighted average exercise prices are summarized below: 


Outstanding Average 
number of exercise — Exercisable 
options price options 
Granted in 2006 290,000 1.85 96,667 


The fair value of each option granted is estimated on the date of the grant using the Black-Scholes 
option pricing model with assumptions of risk free interest of 4%, expected lives of 5 years, volatility of 
52 percent, expiry on June 03, 2011. The amount of $ 77,324 (2005 - Nil) has been charged to salary 


expense with an offsetting credit to contributed surplus. 
Dividend policy 


On March 10, 2004, the Board of Directors of the Company declared that the Company will pay a 
quarterly dividend of 2 cents per common share until further notice. On April 6, 2006 the Board of 
Directors increased the quarterly dividend to 3 cents per common share effective June 30, 2006. The 
dividends are not cumulative. 


11. CONTRIBUTED SURPLUS 


Balance, opening $ 


2006 2005 
$ = 


Stock-based compensation expense 77,324 - 
Balance, closing $977,324 5 - 
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NOTES TO THE FINANCIAL STATEMENTS 
EYELOGIC SYSTEMS INC, 


December 31, 2006 


12. EARNINGS PER SHARE 


Basic earnings per share is calculated using the weighted average number of shares outstanding during the 
year. Earnings per share is calculated as follows: 


2006 2005 
—————_— 2006 2005 


Net Net earnings Net Net earnings 


earnings Shares pet share earnings Shares _per share 
Basic and Diluted $ 282,713 3,007,786 0.09 $ 459,071 3,007,786 ONS 
ere 00D 459,071 3,007,786 015 


Options to purchase 290,000 Common Shares at $1.85 per share were outstanding during the second half 
of 2006, but were not included in the computations of diluted earnings per share because the options’ 
exercise price was greater than the average market price of the common shares. The options, which expire 
on June 03, 2011 were still outstanding at the end of 2006. 


13. COMMITMENTS 


a) Operating lease 


The Company entered into an operating agreement for the lease of office premises until 
September 29, 2009. 


Future minimum lease payments exclusive of operating costs, by year and in aggregate are as follows: 


2007 $ 29,388 
2008 29,388 
2009 22,041 


14. BUSINESS LINE OF CREDIT 


The Company has access to a business revolving line of credit to a maximum of $200,000. The interest rate 
is prime plus 2% and the line of credit is due on demand. At December 31, 2006 the balance in use was 
nil (2005 - nil). The line of credit is secured by a General Security Agreement covering certain assets of the 
Company. On February 20, 2007, the amount of the demand revolving credit was increased to $500,000 
with minimum advancements/repayments of $50,000. 


15. FINANCIAL INSTRUMENTS 


Financial instruments consist of recorded amounts of cash and cash equivalents, rental deposits, accounts 
receivable and notes receivable, which will result in future cash receipts, as well as accounts payable and 
accrued liabilities which will result in future cash outlays. 


The Company is exposed to the following risks in respect of certain of the financial instruments held: 


(a) Credit risk 


Credit risk arises from the potential that a counter party will fail to perform its obligations. The 
Company is exposed to credit risk from customers. However, the Company has a significant number 
of customers which minimizes concentration of credit risk. 
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NOTES TO THE FINANCIAL STATEMENTS 
EYELOGIC SYSTEMS INC. 


December 31, 2006 


15. FINANCIAL INSTRUMENTS, continued 


(b) 


In management’s opinion, credit risk is relatively low. Accounts receivable are monitored on a regular 
basis. Historically, any collection problems encountered by the Company have been resolved by the 
return of the rental equipment. 


Fair value 


The Company’ carrying value of cash and cash equivalents, accounts receivable, accounts payable and 
accrued liabilities approximates its fair value due to the immediate or short-term maturity of these 
instruments. 


The carrying value of the notes receivable approximate their fair values as interest rates are considered 
current market rates. 


The carrying value of rental deposits aproximate their fair value as the Company is required to pay out 
the deposit without interest. 


The fair value of the amounts due to related companies are less than carrying value, as the amounts 
are non-interest bearing. The amounts have no terms of repayment therefore the fair value cannot be 
calculated with any degree of certainty. 


Currency risk 


Currency risk is the risk to the Company’s earnings that arises from fluctuations of foreign exchange 
rates and the degree of volatility of these rates. The Company does not use derivative instruments to 
reduce its exposure to foreign currency risk. The Company is exposed to currency risk on its US$ 
denominated accounts receivable and accounts payable. 


16. COMPARATIVE FIGURES 


The financial statements have been reclassified, where applicable, to conform to the presentation used in the 
current year. The changes do not affect prior year earnings. 


17. SUBSEQUENT EVENT 


In September 2006 the Company received a cease trading order from Health Canada. The grounds for the 
cease trade order were based on Health Canada’s requirement that the hardware and software the Company 
sells requires a Class II device license (risk-based classification system for medical devices). The Company 
did not have the required Class II license and immediately ceased sales of its eye testing device. Health 
Canada requires that all manufacturers of Class II, III, and IV medical devices be ISO 13485 certified before 
granting a medical device license. Subsequent to the year end the Company has achieved its ISO rating and 
was granted its Class II device license in February 2007. 
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SCHEDULES 
EYELOGIC SYSTEMS INC. 


December 31, 2006 
SCHEDULE OF REVENUE Schedule 1 
2006 2005 
oo ——SS—S 006; 2005 
Rental $15177,973 es ete a8 
Equipment sales 612,001 930,686 
Software sales 123,220 193,816 
Contract support 70,950 65,200 
Retinal screening 24,000 20,060 
Other 13,006 16.731 
$ 2,020,750 $ 2,412,049 
——_—2NW NM S—SSSO2,020,750 $2,412,049 
SCHEDULE OF DIRECT EXPENSES Schedule 2 
2006 2005 
$a SSS 20062005 
Cost of equipment sold $ 327,889 $ 505,206 
Selling expenses 118,164 110,326 
Freight 23,347 30,008 


$ 469,400 $ 645,540 
—. AN sSSS—S—SSS SCS 4O9,4000 645,540 


SCHEDULE OF GENERAL AND ADMINISTRATION EXPENSES Schedule 3 
2006 2005 
$$$ eee 2006 20005 
Salaries and consulting $ 594,224 $ 414,922 
Professional fees 83,393 118,926 
Office and miscellaneous 69,000 52,562 
Rent 64,093 51,053 
Bad debts 33,304 7,700 
Transfer agent and filing fees 23,452 20,672 
Telephone 225177, 16,098 
Advertising and promotion 30,772 12,239 
Bank charges and interest 6,513 2,080 
Business taxes GAZ, 2,59) 
Insurance 420 710 
Automobile and parking 93 Sal o7, 
Repairs and maintenance 17 1,501 


$ 928,175 $ 709,455 
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